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[NTT_OPERATING AGREEMENT
MESA GALLUP UNIT — -
5AN JUAN COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the Ist day of JUNE I8BS7;
by the parties who have signed the original of this instrument, a counter-

part thereof or dther instrument agreeing to be bound by the provisions
hereof;

\
'

wiTnzsssz

WHEREAS, the parties hereto. as Working Interest Owners have executed
that certain agreenent entitled "Unit Agreement, Mesa Gallup Unit, "San Juar
Courty, New Mexico" hereinafter referred to es "Unit Agreement”, and which,
amorg cther things, provides for a separate agreement to be made and entered

into by and between Working Interest Owners to provide for Unit Operations
therein defined:

NOW, THEREFORE, in considerations of th

¢ mutual agreements herein set
ferth, 1: is agreed as follows:

ARTICLE 2
EXHIBITS

Tne following exhibits are incorporatzsd herein by reference or

1. Exhibigs "A" ad 3" of the Unit Xgreerent.
2. Echibig "C", Parts I ard IT, attached hersto, is a summary
S

~owing each Working Interest Owner’s Interest in each Tract, the
percentage of total Unit Participation attritutable to each such
i“terest, ard the total Unit Participation of each Working Interest

C.nar.

3. Inikit "D", atiacnhed hereto, contains insvrence provisions
erplicable to Urdt Cgerations.

4. Exnibiz “E“, attached hereto, is the Accounting Frocedure
ar 2en

ro.icakle to Unit Ogerstions. In the event of conflict bet
this acreerant ard Bxnibit "', this agreement chall preveil.

5. Fikit Fv o attached *ereto, contzins Certifirize ¢I
Compliance provicions provided for in Article 21

-~id [OER~3 PN

7. BEhibic "H", attached hereto, contains provisions governing 7
Crerations bv less than all parties. ¢

g. Revision of Exhibits., bhenever Exhinit "A" or "3" are
revised, Exnobit vC! =ha1l ke revised accoxdincly arnd ke effective
zs of the sare date. nit Cperator shall also revise Exnikit "C"

frem time to time as reqx red to conform to crhanges in cwnership of
which Unit Operator has besn notified as rrovided in the Unit

B T
Agrzement.

g, Reference to Evhibits. When refererze is made herein to an
exnihit it.re ta the evhiris sa eriginad e ortrrhed A= {F rouices
t~ the last revision.




ARTICLE 3
SUPERVISION OF OPERATIONS BY
WORXING INTEREST OWNERS

. QOverall Supervision. Subject to the other terms and provisions of

tais agreement and of the Unit Agreement, Working Interest Owners shall
exercise overall supervision and control of all matters pertsining to the
Lait Operations pursuant to thils Agreement and the Unit Agreement. In the
exercise of such power, each Working Interest Owner shall act solely in its

own behalf in the capacity of gn individual owner and not on behalf of the
owners as an entirety, :

Parricular Powers — Duties,

The Working Interest Owners, using

the voting procedures given in Article 4.3, unless otherwise specifically
proviced in this Agreement, shall decide matters pertaining to Unit Opera
tions which include, but are not limited to the following:

a, Methed of Ovperation. The kind, character and method of operation,
including any type of pressure maintenance, secondary recovery or
other enhanced recovery program to be employed.
b. Drillirg of Wells. The drilling, deepening, or sidetracking of
any well within the Unit Area for the production of Unitized Sub-
stances; ard the drilling of any well for injection, salt weter
disposal or for any other Unit purpose.
c. Well Workovers and Change of Status. The reworking, recompleting
or repairirg of eny well for the purpose of production of Unitized
Substances reasonably estimated to require an expenditure in excess of
the expenditure limitation specified in Article 3.2.d. hereinbelow;
and the abandonment or change of status of any well in the Unit, or
the use of any such well for Iinjection or other purposes.
4. Expenditures. HMaking of eny single expenditure in excess of
Fifreen thousand ($15,000.00) Dollars , except as provided
in Article 7.9 hereof; provided that approval by Working Interest
Qwrers for the drilling, sidetracking, reworking, drilling deeper or
»lugging back of any well shall include approval of all necessary
expenditures required therefor and for completing, testing and equip-
ning the same, including necessary flow lines, separators and lease
rankage.
e. Amendment of Overhead Rates, The amendment of the overhead rates
provided for in Section III of Exhitit "E" if, as set forth in Section
I1I11.3 of Exhibit "E', such rates are found to be insufficient or
excessive,
f. Disposition of Surplus Facilities. Selling or otherwise disposing
of any major item of surplus unit material or equipment, the current
list price of rew equipment similar thereto being  Fifteen thousarnd
($15,000.00) Dollars gr more,
2. Appearance Before a Court or Regulatory Body. The designating of
a2 representative to appear before any court or regulatory body in
metters pertaining to unit operations; provided, howevér, that the
authorization by Working Interest Owners of the designaticn of any
such representatives shall not prevent any Working Interest Owner fronm
appearing in person or from designating another representative in its
own behalf,

h. Audit Exceptions. Any unresolved audit exceptions relating to
audits as provided for in Exhibit "E".

i, Assignments to Committees, The eppointment or designation of

comnittees or subccmmittees necessary for the study of any problem in
conneztion with Unit Operations.

j. The selection of a successor to the Unit Operator,

k. The enlarpement of the Unit Area.

1, The adqiustment and readjustment of investments,
. Acaquisition of Wells for Unit QOperarions,

o,

The termination of the Unit Agreement,

ARTICLE 4
MANNER OF EXERCISING SUPZRVISION

Designation of Representatives,

Each Working Interest Owner, other

than individuals, shall advise Unit Operator in writing the names and ad-
dresses of its representative end alternate who are authorized to represent
anc bind it in respect to any matter pertaining to the development and



seration of the Urit area. Such representative or alternate may be changed
rcn time to time by written notice to Unit Operator. Individual Working
nterest Cwners shall represent themselves, or may designate, in writing, an
e~t to so represant,

2. HMeetings. All meetings of Working Interest Owners for the purpose
of corsidering and acting upon'pny matter pertaining to the development and
operation of the Unit area shall be called by Unit Operator upon its own
moticn or at the request of two or more Working Interest Owners having a
totzl Unit Participation of not less than ten (107) percent. No meeting
shall be called cn less than fourteen (14) days' advance written notice,

Witk

ith agenda for the meeting attached, The Working Interest Owners attending

such meeting shall not be prevented from smending items included in the
zgenda or from deciding such amended item or fron deciding other items
presented at such neeting. The representative of Unit Operator shall be
Chzirman of each meeting.

3 Voting Frocedure. Working Interest Owners shall
ct upcn and cetermine all matters coming before them, as
cllcows:

a. Voting Interest. Each Working Interest Cwner sghall

have a voting interest egual to its Unit Participaticn

irn effect at the time of the vote.

b. Vote Reguired. Unless otherwise provided herein or
ir the Unit Agreement, Working Interest Owners shall
determine a2ll matters by the affirmative votes of a
najority cf the Working Interest Owners; however,
should any one Working Interest Cwner have more than
fifty percent (50%) of the voting interest, it must be
joined by &t least one other Working Interest Owner.

c. Votirng zt Meeting bv Non-2titending Working Interest
Owners. Ary Vorking Interest Cwrer not represented at
a meeting mzy vete ¢n any item included in the agencda
cf the ms r or telegranm addressed to the
Crairman , provicing such vote 1is
recelived ubmission of such item to vote.
Such vots a e counted with respect to any iten
on the agenda which 1s amended at the nmeeting.
ol Poll Votes. Working Interest Owners may decide anvy
matier by vote tzken by letter ¢r telegram, proviced
the matter is first submitted in writing to each
Working Interest Cwner and no meeting on the matter is
called, as provicded in Article 4.2, within fourteen
(14) cavs after such prcyosal is dispatched to VWorking
Interest Owners Such vote will ke final and Unic
Operator will c¢ive prompt notice of the results ol such
veting to all Working Interest Cwners
AXTICLE 5
INDIVIDUAL RIGETS AND PRIVILEGES
Cr WC2XING INTEREST QWNERS
X “eservati

s. Working Interest Cwners severally reserve
'Us, powers, authority and privileges, except as
therwise provided in this Agreement end in the Unit Agreement

D ic Rignts. Each Working Interest Owner shall have, among
otners, the following s ic rights and privileges:

. Access to Uni a. Access to the Unit Area, at 21l reasscnable
ires, to inspect the operations hereunder and 21l wells ard records
end data pertaining thereto
t. Reports by Reguest. The right to receive from Uni

14

t Cperator, upon
written request, copies of all reports to any governzental agency,
rezorts of crude oll runs and stocks, inventory reports eand all other
cata pertaining to Unit Operations. The cost of gathering and furnish-
irg data rot ordinarily furnished by Unit Operator to all Working
Interest Owaers shall be charged solely to Working Interes: Qwners
recuesting the sarme.
¢. Audits, The right to audit the eccounts of Uni
iny to the provisicns cf Exhibir "B



1. lnit Operator. Grand Resources is hereby
rated a&s Unit Operator.
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2. Resigriation or Removal. nit Operator may resign

st any time. Unit Operator may be rcmoved at any time by
+he affirmative vote of Worklng ‘Interest’ Owners hawlng fifty
mercent (50%) or more of the voting: lnterest remaining after
»xcludlng the voting 1nteres; of Unit Operator.q If fifty
wercent (50%) of the remalnwng voting interest is held by.:
bne Working Iaterest Owners, such Working Interest Owner

must be joirned by at least one other Working Interest Owner
-go ramove the Unit Operator.

3. Selection of Successor. Upon the resignation or
-emoval of Unit Operator, a successor Unit O“e*ator shall ke
selepted by Working Irte*est Owners &s provided in Efeciion
£, of the Unit Agreement

4 Records and Information. The Unit Cperator
resigning or being removed shall give complete coopsration
+o the new Un.t Operator and shall deliver to its successor
#11 rezords and information necessary to the discharce of
vne new Unit Opsrator’s dutles angé okligations

ARTICLE 7
POWERS AND DUTIES OF WIT OPERATOR
1. Exclusive Rights to Operate Unit, Subject to the other provisicns
of this Agreement, and to the orders, directions and limitations rightfully
iven or imposed by Working Interest Owners, Unit Operator shall have the
exclusive right, and shall be obligated, to conduct Unit Operations.

2. Workmanlike Cenduct. Unit Operator shzll conduct

t all operations
herzunder in a good and workmanlike manner and, in the absence of specific
instructicns from Working Interest Owners, shall have the right and duty to
cencuct sich operations in the seme manner as would a prudent operater under
the seme cr in similar circumstances. - Unit Operator shall freely consul:
with Working Interast Owners and keep them advised of ell matters arising in
cenrectieon with sech operations which Unit Operator, in the exercise ¢f its
best judgrent, ccnsiders 1myorga“;. Unit Gpera:o* shall not be lizhle to
Wor«ing Interest Cwners for damages, unless such damages result fron the
gress nepgligence or willful misconduct of Uait Operator,

3. Liens and Encumbrances. Unit Operator shall encdeavor to keep the
lan?

and lezses in the Unit Area free from 21l liens and encumbrances
cccasioned by its cperations her eund~., except the lien of Unit Operater
granted hereunder

\

L. Enplovees. Tre number of employzes used by Unit Cperator in con-
cucting operations hereunder, the selection of such employees, the hours or
labcr end the compensation for services to te paid any end all such employ-
ees shall e determined by Unit Operator. enployees shall be enmpleyed

Fzcords. Unit Operator shall keep true and cor

rect bocks, accounts
ts operations hereunder,

E. Reports to Working Interest Owners,
each Working Interest Owner pericdic reporis ¢f the development and opera-
ticn ¢f thz Unit Area.

Urit Operator shall furnish te

PR TR

7. Reports to Governmental Authorities, Unit Operatcr shall make all
repcrss to governmental authorities that 1t has the duty to make as Uni:
Orperztor

8. Ergineerins and Ceological Information. Unit Operator shell fur~
n to each Working Interest Owner, upon written request, 2 copy of the log
d ¢

cpies of engineering and geological data pertzining to any wells
Wy Unir Oreratrsa>~ atr Undt pynence




{-ures rot in excess of _ fifteen thousand ($15,000.00) dollars
without prior spprovael of Working Interest Owners, If an emergency occurs,
Unit Operator may immedistely make or incur such expenditures as in its
opinion are required to deal with the emergency, Unit Operator shall report

ta Working Interest Qwner, as pqomptly 8s possible, the nature of the emer-
gency and the action taken. y

5. Expenditures. Unit Operator is suthorized to meke single expend-

10. Wells Drilled by Unit Qperator. All wells drilled by Unit Operator
stall be at the usual rates prevailing in the erea. Unit Operator may
erploy its own tools and equipment, but the charge therefor shall not exceed
the prevailing rate in the area, and the work shall be performed by Unit
Operator under the same terms and conditions as are usual in the area in
contracts of independent contractors doing work of a similar nature.

11. Border Agreements.

Unit Operator may, after epproval by Working
Interest Owners, enter into border agreements with respect to lands adjecent
to the Urnit Area for the purpose of coordinating operations.

ARTICLE 8
TAXES

1. Ad Valorem Taxes. Beginning with the first calendar year after the
Effective Date hereof, Unit QOperator shall make and file &ll necessary
preperty tax renditions, whether on real or personal property end returns
with the proper taxing authorities with respect to all property of each
Werking Interest Owner used or held by Unit Operator for Unit Operations.
Unit Operator shall settle assessments arising therefrom. All such property
tzxes shall be paid by Unit Operator and charged to the joint account;
however, if the interest of a Working Interest Owner is subject to & sepa-
rately assessed overriding royalty interest production payment or other
interest in excess of a one-eighth (1/8) royalty, such Working Interest
Owner shall notifv Unit Operator of such interest prior to the rendition
date land shall be given credit for the reduction in taxes paid resulting
thzrefrom. Any Working Interest Owner dissatisfied with eny assessment of
its interest in real or personal property shall have the right, at its cwn

ex:ense, and efter due notice to the Unit Operater, to protest and resist
an, such assessment,

2. Taxes and Assessments. Each Working Interest Owner shall pay or
ca.se to be paid all production, severance, gathering, windfall profits tax

n? other taxes and assessments imposed upon or on zccount of the production
or handling of its share of Unitized Substances.
§

3., Jncome Tsx Election., Notwithstanding any provisions herein that

the rights and liabilities hereunder are several and not joint or
collective, or tha: this Agreement and operations hereunder shall not con-
stitute a partnersiip, 1f for Federal income tax purposes this Agreement and
the operations herzunder are regarded as e partnership, then ezch of the
Parties hereto elects to be excluded from the application of all of the
prcvisions of Subchapter K, Chapter 1, Subtitle A, of the Internzl Revenue
Code of 1954, as permitted and authorized by Section 761 of the Code and the
regiilatiors promulgated thereunder, Unit Operator is authorized and direct-
ed to execute on bzhalf of each of the Parties hereto such evidence of this
election as may be required by the Secretary of the Treasury of the United
Stazes or the Federal Internal Revenue Service, including specifically, but
not by way of limitation, all of the returns, statements, and the data
requirec by Federal Regulations 1.761-1(2). Should there be eny requirement
tha: each Party hereto give further evidence of this election, eazch such
Party shall execute such documents and furnish such other evidence as may be
required by the Federal Internal Revenue Service or es may be necessary to
evidence this election. Each party hereto further agrees not to give eny
nct.ces or take anv other action inconsistent with the election made hereby.
If =zny present or future income tex laws of the state in which the Unit Area
is located or any future income tax law of the United States contain provi-
sicas similar to those in Subchapter K, Chapter 1, Subtitle A, of the
Internal Revenue Code of 1934, under which en election similar to that
provided by Section 761 of the Code is permitted, each of the Parties hereto
agrees to make such election as may be permitted or required by such laws.
In raking the foregoing election, each of the Parties states that the inra=e




derived by such Party from the operations under this Agreement can te ade-
‘ - N ‘ L] » 3
quately determined without the computation of partnership taxable income

ARTICLE ¢
INSURANCE

Insurarce. Unit Operator, with respect to Unit Operations, shall:
2y COﬂply with the Workmgn s Compensation Laws of the State of New
Mexico,

\3) carry Eaployer's L*abi’ity and other insurance required by the
laws of the State of New Mexico, and :

(¢) provide other insurance as set forth in Exhidbit "D,

ARTICLE 10
ADJUSTMENT OF INVESTMENTS
1. FPersonal Property Taken Over. Upcn the effective date hereof,
Working Interest Owners shall deliver to Unit Operator possession of:
a. Wells and Well Equipment. All wells located upon the Unit Area,
together with the casing, tubing, and downhole equipment up to and
including the christmas tree,
b. Leese and Operating Fouipment. A1l leese and operating equipment,
salt wvater disyosal wells and facility systems related to the unit ized
formation which Working Interest Owners determine to be necessary or
desireble for conducting Unit Operatiors
c. Records. & copy of all preduction and \-'el1 records perta‘ning to
any well which has historically or is curreatly producing freoa th
Unitized Formation.

Z. Inventorv and Evaluation of Personal Prcoerty. Working Interest
Owners shall appoint an inventory committee which shall, as of the Effective

or as socn thereafter as feasible, cause to be teken, under the
supervision of the Unit Operator and et Unit Expense, joint phy51ca’ inven-
tories c¢f lease anc well eﬂu1pment within the Unit Area, which inventories
sed as a tezsis for determining the ceontrollable itens of equi
to ts taken over bv the Unit Operator hereunder. The Unit Operator sh
rotily each Werking Interest Owner within each separate Tract at le=s
(5) dzys prior to the taking of the inventory with respect to said T
that each of szid Working Interest Owners may meke arrangenm

sented at the taking of the inventory. Such inventories shall exclude all
items not of

use and value to the Unit and rot necessary to Unit Operations
Such inventories shall include and be limited to these items cf equipment
normally considered controllable as recommended in the material classifica-
tion manual in Bulletin No. © dated May, 1971, or any amendment

dments therete,
puu-L-“e‘ by the Petroleum Accountants Sceciezy of HNorth America, except tha:

certain itens normelly consider ed noncontrollable, such as sucker rods and
other items as agreed upon by the Working Interest Qwners may be in e
the inventories in order to insure a more equitable adjustment of inves:-
ments. Immediately following ccmpletion, such inventories shzll bte priced
in azcordance with rthe provision of Exhidit "EY, Accounting Procadure,
attzzhed hereto and made a part hereof; such pricing shall be performed
under the supervision of, by the personnel ¢f and in the offices of the Unit
Operater, with Working Interest Owners furnishing such additional pricing
help zs may te aveilable and necessary, It is specifically provided that
with respect to each well taken over for Unit Operations, no valus shall be

rer
-hole

[

nts to be Tepre-

assizned to intangitle drilling costs of such well cr to the down

2 ‘nventorv_and Valuations After completicn of the
ntcry and evaluation of propzrty in accordance with the
isicns of Arzicle 10.2, Unit Cperztcr shall submit to

Working Interest Owner a copy ©I the invantcry and

ticns thereon together with a letter ballot for

val of such inverntory and valuvations Within sixty

dazys after recelpt of such inventory and valuations

Working Interest Owner shall return such letter ballct

Unit Operator indicating its approval cr disarprovel
thereof. It is agreed that such inventcry and valuaticns
shall ke binding upon all parties 1f eaprroved by Working
In tﬁveft Owners owning as much as fifty rercent (50%) of the
Wor«ing Interest in the Unit Area, p:ov;ded icwever, if
fi f'] percen“ (50%) of the VWorking Interest in the Unit Area
is owned by one Working Interest Ow“er such Werking

Interest Owner must be joined by at least one other Working
Interest Owner.



4, Investment Adjustment. As soon as practicable efter approvsl by
Wsrkirg Interest Owners of the inventory and valuations as provided in
Article 10,3, each Working Interest Owner shall be credited with the value
of its interest in all personal property so taken over by Unit Operator
under Articles 1C.l.a end 10.1.b, and charged with an amount equal to that
oxtained by multiplying the total value of all such personal property so
taken over by Unit Operator under Sections 10.1.a and 10.1.b by such Working
Irterest Owner's Jnit Participation, as shown on Exhibit "C", attached
hereto. If the charge against ény Working Interest Owner is greater than
the emount credited to such Working Interest Owner, the resulting net charge
shall be paid and in ell other respects be treated 2s eny other item of Unit
Expense chargeable against such Working Interest Owner. "If the credit to
any Working Interest Owner is greater than the amount charged against such
Working Interest Owner, the resulting net credit shall be paid to such

Working Interest Owner by Unit Operator out of funds received by it in
settlement of the net charges described above,

5. General Facilities. The acquisition of warehouses, warehouse
stccks, lease houses, camps, facilities systems, and office building neces-
sary for, and directly related to, Unit Operations shall be by negotiation

b and between the owners thereof and Unit Operator, subject to the approval
of Working Interest Owners.

5. Ownership of Personal Property and Facilities. Each Working
Interest Owner, individually, shall, by virtue hereof, own an undivided
irnterest in all personal property and facilities taken over or otherwise
acquired by Unit Operator pursuant to this egreement equal to its Unit
Perticipation, shown on Exhibit "C", attached hereto.

ARTICLE 11
WELLS

1. Existiny Wells. All wells upon the Unit Area which have been
completed for production within the unitized formation are deemed neces-—

sery for Unit Operations and shall be delivered to Unit Operator in eccerd-
arce with Article 10,

Necessarv Wells. In the event it becomes necessary, or advisable,

additional wells be drilled upon the Unit Arez, whether for preduction

es. disposal purposes or for use as injection wells, the costs thereof
te 2 unit expense to be borne by all Working Interest Owners irm
ance with Exhibitc "C",
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DEVELOFMEN

1. BRasis of Charage to Working Interest Owners.
Subject to the provisions of Section 12.2 hereof, Unit '
Operater initially shall pay all Unit Expense. Each Working
“nterest Owner shall reimburse Unit Orerator for its share

of Unit Expenses. 21l charges, credits, and accounting for
Unit Expense shall bes in accordance with Exhibit "E"
attacred hereto. Each Working Interest Owner's share of

such charges shall be the same as its Unit Participation.
Operations by less than all parties shall ke governed by the
~rovision of Exhibit "H".

z. BAfvance Billings. Unit Operator shall have the

, &5 1its option, to reguire other Working Interest

& to advance their respective proportions of estimated

copment and operating costs and expenses by submitting
¢h other Working Interest Owners, on or before the 15th
f anv menth, an itemized estimate of such costs and

ses for the gsucceeding month with a request for payment

vance. Within fifteen (15) days thereafter, each such
Working Interest Owner shall pay to Unit Operator its
rtionate part of such estimate. Adjustments between

+
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épezator at the close of each calendar month, and the

zcccunts of the Working Interest Owners shall be adjusted
acccrdingly.



4, Commingling of Funds, Funds received by Unit Operator under this

eyreement need not be segregated by Unit Operator or maintained by it es e
separate fund, but may be commingled with its own funds.

4, Lien and Security Intérest of Unit Operator and Working Interest
Each Working Interest Quwner grants to Unit Operator s lien upon its
Cil and Cas Rights in each Tract, and a security interest in its share of
U-itized Substances when extracted and its interest in all Unit Equipment,
to secure payment of its share of Unit Expense, together with interest
thereon at the rate of 147 (one and one-half percent) per month. To the
exzent that Unit Operator has a security interest under the Uniform Commer-
cial Code of the State, Unit Cperator shall be entitled to exercise the
rights and remedies of a secured party under the Code. The bringing of a
suit and the obteining of judgment by Unit Operator for the secured indebt-
eirness shall not be deemed an election of remedies or otherwise affect the
lien rignts cor security interest as security for the payment thereof. In
acdition, upon defeult by any Working Interest Owner in the payment of its
share of Unit Expense, Unit Operator shell have the right, without prejudice
tc other rights or remedies, to collect from the purchaser the proceeds from
the sale of 'such Working Interest Owner's share of Unitized Substances until
the amount owed ty such Working Interest Owner, plus interest has been paid,
Ezch purchaser shall be entitled to rely upon Unit Operator's written state-

ment concerning the amount of any default, Unit Operator grants a like lien
ard security interest to the Working Interest Owners,

Cuners.

5. Unpaid Jnit Expense. If any Working Interest Owner fails to pay
its share of Unit Expense within sixty (60) days after rendition of a
statemen: therefor by Unit Operator, the non-defaulting Working Interest
C.ners shall, upol request by Unit Operator, pay the unpaid amount as if it
wiare Uiz Expense in the proportion that the Unit Participation of each such
Working Interest Owner bears to the Unit Participation of all such Working
I'”e est Owners. Each Working Interest Owner so paying 1ts shave of the
rrzid emount shall, to obtain reimbursement thereof, be subrecgated to the
szcurizy rights described in Section 12.4 of this agreement.

6. Carved-Out Interest. If any Working Interest Owner shall, after
executing this agreement, create &n overriding royalty, production payment
nev proceeds interest, carried interest, or any other interest out of its
Working Interest, such carved-out Interest shall be subject to the terms and
provisions of this agreement, specifically including, but without limita-
tion, Section 12.4 hereof entitled "Lien and Security Inter st of Unit
O;zrator and Working Interest Owpers." If the Working Interest Owner
crzating such carved-out interest (a) fails to pay any Unit Expense charge-
able to such Working Interest Owner under this agreement, and the production
of Unitized Substances accruing to the credit of such Working Interest Qwner
is in su‘flc*ent for that purpose, or (b) withdraws from this agreement under
thz terms and provisions of Article 17 hereof, the carved-out interest shall
e chargeable with a pro rata portion of all Unit Expense incurred here-
tnder, the same as though carved-out interest were a Working Interest, and
Unit Operator shall have the right to enforce against such carved-out {nte-
rest the lien and all other rights granted in Section 12.4 for the purpose
of collecting the Unit Expense chargeable to the carved-out interest,

7, Rentals, The Working Interest Owners in each Tract shall pay all
reatels, minimum royalty, advance rentals or delay rentals due under the

lease tnereon and shall concurrently submit to the Unit Operator evidence
of paynent.

. =~wux€.s. Before or as scon as practical after the Effective Date,
Unit Ope*ator shall prepare a budget of estimated Unit Expense for the
renainder of the calendar year, and, on or before the first day of easch
Aupust thereafter, shall prepare a budget for the ensuing calendar year.

A budget shall set forth the estimated Unit Expense by quarterly periods.
Budgets shall be estimates only, and shall be adjusted or corrected by
Working Interest Owners and Unit Operator whenever an adjustment or correc-

tion is proper, & copy of each budget and adjusted budget-shall be
furnished promptly to each Working Interest Owner



ARTICLE 13
NON-UNITIZED FORMATIONS

1, Right to Operate, Any Working Interest Owner that now has or
mwereafter acquires the right to drill for and produce oll, gas or other
minerals from a formation underlying the Unit Area other than the Unitized
Formazion, shall have the right to do so notwithstanding this Agreement or
whe Unit Agreement. In exercisﬂng the right, however, the Working Interest
(Owner shall exercise care to prevent unreasonable interference with Unit
Cperations. No Working Interest Owner other than Unit Operator shall pro-
duce Unitized Substances through any well drilled or operated by it. If any
Working Interest Owner drills any well into or through the Unitized Forma-
tion, the Unirized Formation shall be protected in a manner satisfactory to

other Unit Working Interest Owners so that production of Unitized Substances
will not te adversely affected.

T
Lnl

2. Multiple Completions. No well now or hereafter completed in the

nit

Unit
£
a

ized Formation shall ever be completed as a multiple completion with the
ized Formation unless such multiple completion and subsequent handling
the multiple completion is approved by Working Interest Owners in accor-
ance with the voting procedure described in Article 4.3 of this Agreement.

ARTICLE 14
TITLES

1, Warranty and Indemnity. Each Working Interest Owner represents
end warrants that it is the owner ¢f the respective Working Interest as
shown to be owned by it on appropriate Exhibits to this Agreement end that
such interest is not subject to any liens, mortgages or other encumbrances,
heredby indemnifi=s and holds the other Working Interest Owners harmless from
any loss due to the failure, in whole or in part, of its title to any such

nterest, except failure of title arising out of operations hereunder;
proviced, however, that such indemnity and any liability for breach of
warranty shall be limited to an amount equal to the net value that had bteen
received from the sale of Unitized Substances attributed hereurder to the
interest as to which title failed. Each failure of title will be effective,
inscfar as this sgreement is concerned, es of the first day of the czlendar
manth ir which such failure is finally determined and there shall be no
retroactive adjustment of Unit Expense or retrcactive allocation of Unitized
Substences or the preceeds therefrem as a result of title failure,

2. Failure of Title Because of Unit Oceraticns. The feilure of title
to eny wWorking Interest in any Tract because of Unit Operations, including
nanproduction from such Tract, shall not change the Unit Participation of
the Werking Interest Owner whose title failed in relation to the Unit

zrticipations of the orher Working Interest Owners at the time of the title

-
foilure
alivre,

ARTICLE 15
LIABILITY, CLAIMS AND SUITS

1, Individual Liabilirty., The duties, cbligaticns, end liazbilities of
Working Interest Owners shall be several and not joint or collective; end
ncthing contained herein shall ever be censtrued as creating & partnership
of ary kind, joint venture or an associaticn or trust between or among
Working Interest Qwners.

Ly

2. Settlements. Unit Operator may set:ile any single damage claim or

sult involving Unit Operations if the expenditure does not excesd

Ten thousand ($10,000.00) Dollars
and 1f the payment is in complete settlemznt of such claim or suit. If the
arount required for settlement exceeds the zbove amount, Working Interest
Owrners shall determine the further handling of the claim or sult, unless
such authority is delegated to Unit Operator. All costs and expense of
handling, settling, or otherwise discharging such claim or suit shall be en
item cf Unit Expense, subject to such limitation as is set forth in Exhibit
"E'. If a cleim is made against eny Working Interest Owner or if any
Werking Interest Owrer is sued on account of any matter arising from Unit
Operaticns over which such Working Interest Owner individuelly hes no con-
trol bacause of the rights given Working Interest Owners and Unit Operator




by this Agreement and the Unit Agreement, the Working Interest Owner shall
igmediately notify Unit Operator, and the claim or sult shall be treated as
eny other claim or suit involving Unit Operations.

ARTICLE 16

Notices. 4ll notices reinred hereunder shall be in writing and shall
t2 deemed to have been properly,served when sent by mail or telegram to the

address of the representative of each Working Interest Owner as furnished to
Uait Operator in accordance with Article &4 hereof.

ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

1. Withdrawal. A Working Interest Owner may withdrawv from this
Apreement by transferring, without warranty of title elther express or
implied, to the Vorking Interest Owners who do not desire to withdraw all
its 01l and Gas Rights, exclusive of Royalty Interests, together with its
interest in gll Unit Equipment and in ell wells used in Unit Operations,
provided that such transfer shall not relieve such Working Interest Qwner
from any obligation or liability incurred prior to the first day of the
menth following receipt by Unit Operator of such transfer. The delivery of
tie transfer shall be made to Unit Operetor for the transferees. The tran-
sferred interest shall be owned by the transferees in proportion to their
respective Unit Participations. The transferees, in proportion to the
respective interests so acquired, shall pay the transferor for its interest
in Unit Equipment, the salvage value thereof less its share of the estimated
cest of salvaging same and of plugging end abandoning all wells then being
used or neld for Unit Operations, as determined by Working Interest Owners.
In the event such withdrawing owner's interest in the aforesaid salvage
value is less than such owner's share of such estimated costs, the withdraw-
ing cwner, as a condition precedent to withdrawal, shall pay the Unit
Operatcr, for the benefit of Working Interest Owners succeeding to its
interest, a sum equal to the deficiency. Within sixty (60) days after
receiving delivery of the transfer, Unit Operator shall render a final
statement to the withdrawing owner for its share of Unit Expense, including
ary deficiency in salvege value, ss determined by Working Interest Owners,
ircurred as of the first day of the month following the date of receipt of
the transfer, Provided all Unit Expense, including eny deficiency here-
urder, due from the withdrawing owner has been paid in full within thirty

3(0) days after the rendering of such final statement by the Unit Operator,
th2 transfer shall be effective the first day of the month following its
receipt by Unit Ojerator and, as of such effective date, withdrawing owner
shall be relieved from all further obligetions and liabilities hereunder and
urder the Unit Agreement, and the rights of the withdrawing Working Interest
Owner hereunder and under the Unit Agreement shall cease insofar as they
ex.stec by virtue of the interest transferred.

z. Limitation on Withdrawal. Notwithstending anything set ferth in
Aruicle 17.1, Working Interest Owners may refuse to permit the withdrawal of
a vorking Interest Owner if its Working Interest is burdened by any royal-
ties, overriding royalties, production payments, net proceeds interest,
carried interest, or any other interest created out of the Working Interest
in excess of one-eighth (1/8th) lessor's royalty, unless the other Working

Inzerest Owners willing to accept the assignment agree to accept the Working
Interest subject to such burdens.

ARTICLE 18
ABANDONMENT OF WELLS

1. Rights of Former Owners, If Working Interest Owners decide to
pernmanently abandcn any well completed in the Unitized Formaticn within the
Unit Area prior to termination of the Unit Agreement, Unit Operator shall
give written notice of such fact to the Working Interest Owners of the Tract
on which such well is located and sald Working Interest Owners shall have
the right end option for a period of sixty (60) days after receipt of such
notice to notify Unit Operator of their election to take over and own said
well and to deepen or plug back said well to a formation other than the
Unitized Formation., Within sixty (60) days after said Working Interest




Owners have so notified Unit Operator of their desire to take over such
well, they shall pay the Unit Operator, for credit to the goint account of
vhe Working Interest Owners, the smount 2s estimated and fixed by Working
Tnterest Owners to be the net salvage value of the equipment in and on said
well, except casing and other equipment originally contributed at no cost.
The Working Interest Owners of the Tract, by taking over the well, agree to
seal off the Unitized Formation in a manner satisfactory to Working Interest

Cwners, and upon sbandonment t& plug the well in complisnce with all appli-
cable laws and regulations.

-

2. Plugging. In the eveht the Working Interest Owners of a Tract do
not elect to take over a well located thereon which is proposed for abandon-

ment, Unit Operator shall plug and sbandon the well in accordance with
zpplicatle laws, and regulations,

ARTICLE 19
EFFECTIVE DATE AND TERM

1. Effective Date. This Agreement shall become effective on the date
and at the time the Unit Agreement beccomes effective.

2. Term, This agreement shall continue in full force and effect so

long as the Unit Agreement remains in force and effect and thereafter until
(=) ell Unit Wells have been abandoned and plugged or turned over to Working
Interest Owners in accordance with article 20 hereof, (b) all personal end

real property accuired for the Joint Account of Working Interest Owners have
teen disposed of by Unit Operator in accerdance with instructions of Working
I-rerest Owners, and (c) there has been a final accounting.

ARTICLE 20
ABANTONMENT OF OPERATICNS

1. Termination.
following will occur:
a. 0il and Gas Rights, 0il and Gas Rights in and to each separate

s~all no longer be affected by this Agreement, and thereafter the

rarties shall be governed by the terms and provisions of the leases,

centracts, end other instruments affecting the separate Tracts,
b. Rignt :zc Operate,

Upon termination of the Unit Agreement, the

Working Interest Owners of any Tract desiring
to take cver and continue to operate & well or wells located thereon
may do so by paying Unit Operator, for the credit of the joint
eccount, the net salvage value, es determined by the Working Interest
Owners, of the equipment in end on the well, except casing

ar,d other equipment origirnally contributed at no cost, and by agree-
irg to properly plug the well et such time as it is abandoned.

c. Selveging Wells. Unit Operator shall salvage as much of the
casing and equipment in or on wells not taken over by Working
Ircerest Owners of separate Tracts as can econcmically and _
reascnably be salvaged, and shall cause the wells to be plugged

and abandoned in compliance with appliceble laws and regulaticns.

d. Cost of Abandonment. The cost of zbandonment of Unit Opera-
tions shall be Unit Expense.

e. Distribution of Assets. Working Irterest Cwners shall share in
the distritution of Unit Equipment, or the proceeds thereof in
proporticn to their Unit Participations,

ARTICLE 21
LAWS, REGULATIONS AND CERTIFICATE OF COMPLIANCE

1. laws and Regulations. This Agreement and operations hereunder are
suZject to all valid laws and valid rules, regulations and orders of all
regulatory bodies having jurisdiction eand to all other applicable federal,
state, and local laws, .ordinances, rules, regulaticns and orders; and eny
prcvision of this Agreement found to be contrary to or inconsistent with any

such law, ordinance, rule, regulation or order shall be deemed modified
accordingly,

2. Certificate of Compliance. In the performance of work under this
Agreement, the parties agree to comply and Unit Operator shall require each
independent contractor to comply with the provisions of Exhibit "F,
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EXHIBIT "D"

ATTACHED TO AND MADE A PART OF UNIT OPERATING
AGREEMENT FOR THE MESA GALLUP UNIT, DATED
JUNE 1, 1989. GFANa RESOURCES, INC,, OPERATOR.,

.
[}

Operator and Operator's contractors and subcontractors shall,
durinc the drilling and completing of any and all well
or wells drilled on the Unit Area and cduring the performance

of all operations, carry the following described minimum
insurance coverage on the Unit Area.

A. Employer's Liability with limit of $500.00, and Work-
men's Compensation Insurance covering Operator's employees
and empioyees of Operator's contractors and subcontractors
engaged in operations under this Agreement, in compliance

with the laws of the State where the work is to be
performed.

B. General Liability Insurance covering the parties hereto
in cornection with all operations conducted by Operator
ox Operator's contrac:tors and subcontractors in the
awount of $1,000.000 combined single limit or equivalent.

C. »2Rutomobile Liability and Property Damage Insurance
covering the parties nereto in connection with all
operations conducted by Cperator or Operator's con-
tractors and subcontractors with a combined Bodily
Injury and Death limit of $1,000.000.
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

I.. GENERAL PROVISIONS
Deliritions

“Joint Preperty” shall mean the real and personal property subject to the agreement to which this Accounting Procec
is attached,

“Joint Operaticas” shall mear all operzticns necessary or proper for the development, operation, protection and mai
rance of the Jeint Property,

Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Of
tions znd whica are to be shared by the Parties,

“Operator” shall mean the party desigrated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this agreement other than the Operater,

“Pariies” shall mean Operator and Nor-Operators,

“Firs: Level Supervisors”™ shall mean those employees whose primary function In Joint Operations is the direct superyi
of other em,ﬂo' ees ard/o' centraet labor directly employed on the Joint Property in a field operating capacity.
Tem ~ical Em plox ees” shzll mean those employees having special and specific enf'meermg, geslogical or other pre
sional sxills, and whose primary functicn in Jeint Operations Is the handling of specific operating ccnditiens and probl
for the benefit of the Joint Preoperty.
“Pers:znal Exponses” shall mean tra"el and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held fcr use on the Joint Property
CO"\ "llcb’ i .

Materiz]” shall mean Material which at the time is so classified in the Material Classification Manu
most recently recommended by the Council of Petrcleum Accountants Sceieties.

Staterent and Billings

Operaier shall bill Non-Operators on o- before the last day of each month for their propertionate share of the Joint .
count ‘zr the preceding month. Such bills will be accompanied by statements which identify the authority for expendite
r facili

lease cr facility, and all charges and credits summarized by appropriate classifications of investment and expense exc
trat izzms of Controllable Material and unusuzl charges and credizs shall be separately icentified and fully cescribec
detail.

1
Advances and Payments by Non-Operaters’ Refer to Article 12. of the Agreement for

Cperztor's Lien and cdd‘ tional provision

A7 U nlass otherwise p'ovxced for in the agreement, the Operator may requve t;.e Non- Ope'ators to ad Jance th
share (esu'na ed cash o tlzy for the stcceeding month's operation within {ifteen (18) days alter rece {the b
ing cr by the first day of the monta for which the advance is required, w..ichever is later, Operator s all ac'jus: pa
rmont ?‘ blllmg to reflect advances received from the Non-Ozeraters,

r-Operator shall pay its proportion of all bills within {i{teen (15) days efter receipt. I{ paymert is not ma
‘.‘-x:'r. n suzh time, the unpaid bal ance sha i bear mte-est mcnmly at the - r‘aue of 1% (orne and one-hal!

~ gy
g ~ > > "y,
n I 1 1 11 1 a 1 . ot A b meTe -
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WWWWWWWWWW
YT, pILs attornoy’s fees, court costs, and other costs in connection with the collection of unpaid amounts
Adjustments

Payrr' ntcl any such bills snall not prejadice the right of any Non-Operator to protest or question the correctness therec
provicded, however, all bills ard statemants renderec to Non-Operators by Operator during any czlendar year shall ¢
clusively te presumed to be true and correct after twenty-four (24) months following the end of any such calendar ,'ea
unless within the said twen:y-four {24) m onLH pericd a Non-Operator takes written exceptlcn therets and makes claim ¢
Operatcr for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribe

perioc. The provisions of this paragraph shall not prevent adjustments resulting from g physical inventory ¢f Controllab:
Mater zl as previded for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountanis Societies.
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5 Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope

t-r's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) mor
reriod following the end of such calendar year; provided, however, the making of an sudit shall not extend the ti:
for the taking of written exception ‘o anp the adjustments of accounts as provided for in Paragraph 4 of this Sect:
1. Where t-ere are twec or more Non-Operators, the Non-Operators shall make every reasonable effort to conduc
joint audit in 8 manner which will result in 8 minimum of inconvenience to the Operator, Operatlor shall bear no p
t.on of the Non-Operalors’ audit cost incurred under this paragraph unless agreed to by the Operator, The aud
shall not be conducted more than once epch year without prior approval of Operator, except upon the resignation
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

B.  The Operator shall reply in writing to an audit report within 180 days after receipt of such report.

6. Apprcval By Non-Operaters Refer to Article 4, of the Agreement for voting procecures.

Where &n approval or other agreement ¢f the Parties or Non-Operators is expressly required under other sections of t}
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisic

in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the agreement or approval
a majority in inerest of the Non-Operators shall be controlling on all Non-Operators.

11, DIRECT CHARGES
Operator shzll charge the Joint Account with the following items:

1. Ecological and Environmental

Cests ircurred fer the benefit of the Joint Property as a result of governmental or regulatory requirements ta satisly envira

mental considerations applicable to the Jaint Operatians, Such costs may include surveys of an ecological or archaeologic
nature and poliution caontrol procedures as required by applicable laws and regulations.

2. Rentals and Reyalties

Lease rentals ard royalties paid by Operator for the Joint Operations.

3. Labor

A. (1) Szlarie: and wages of Operator’s field employees directly employed on the Joint Property in the conduct of Joir
Operations,

(2) Salaries of First Level Supervizors in the {ield,

Salaries and wages of Technical Employees directly employed on the Joint Property il such charges are exclude
{rom thz overhead rates,

{4) Salaries and wages of Technical Employees either temporarily cr permanently assigned to and directly employe-
in th2 o-eration of the Joint Preperty if such charges are excluded from the overhead rates.

1
Or-rator's cost of holiday, vacation, sickness’and disability benefits and other customary allowances paid to employee.
wr.se salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section 11, Such costs unde.
this Paragraph 3B may be charged on 2 “when and 23 paid basis” or by “percentage assessment” on the amount ¢

salaries and wages chargeable to the Joint Account under Paragraph 34 of this Section II. If percentage assessmen
is .sed. the rate shall be based on the Operator's cost experience.

Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section 1.

Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragrapt
34 of this Section 11,

4, Emplcyee Benefits

QOperatar’s current costs of established plans for employees’ group life insurance, hospitalization, pensian, retirement, stock

purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable Lo the Joint
Accour~ under Paragraphs 3A and 3B of this Section 1l shall be Operator's actual cost not to exceed the

rcent mest recent-
ly recornmended by the Council of Petroleum Accountants Societies,or twenty-six percent 856‘}") )

whicriever percent is higher.
5. Material

Materia) purchasad or furnished by Operator for use on the Joinl Progperty as provided under Section 1V, Only such Material
shall be purchasad for or transferred to the Joint Property as may be required {or immediate use and is reasonably practical
and co-sistent with efficient and economical operations, The accumulation of surplus stocks shall be avoided,.

6.  Transportation

Transportation of employees and Material necessary for the Joint Cperations but subject to the following limitations:

A. 1f Material ‘s moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be made
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material

is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties,

2.




10.

1.

13.

14,

15.

1! surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made o t'qe Joint
ceunt {or & distance greater than the distance to the nearest reliable supply store where lxkg material is norm
available, cr railway receiving poirt nearest the Joint Property unless agreed to by the Parties, No charge shal

made to the Joint Acccunt for moving Material to other properties belonging to Operator, unless agreed to by
Parties. .

In the application of subparagraphs A afxd B above, the option to equalize or charge actual trucking cost is availz

when the aztual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount
rezently recommended by the Council of Petroleum Accountants Societies,

Servizes

The cost of conlract services, equipment and utilities provided by ou!side sources, except services excluded by Paragr:
10 of Section Il and Paragraph i, ii, and {ii, of Section 111 The ccst of professional consultant services and contract s
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead ra:
The cost of prolessional consultant services or contract services of technical personnel not directly engaged on the Jo
Property shzll not be charged to the Joint Account unless previously agreed to by the Parties,

Equipment and Facilities Furnished By Operator

A. Cperator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensur:

with costs of ownership and operaticn. Such rates shall include costs of maintenance, repairs, other operating expen
irsurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed

—olght  percent (8 %) per annum, Such rates shall not exceed average commercial rates currently p
viiling in tre immediate area of the Joint Property.

In tleu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the imme

ale area ol the Joint Property less 20%. For automotive equipment, Operator may elect ta use rates published by t
Petroleum Motor Transport Association.

Damzges and Losses to Joint Property

All cos's or expenses necessary f{or the resair or replacement of Joint Property made necessary because ¢f damages or loss
incurred by lire. flood, sterm, theft, accident, or other cause, except those resulting from Operator's gross neglizence
willful misee

seendust Operator shall furnish Non-Operator written rotice of damages or losses Incurred as scon as practicat
alter a repert thereof has been received by Operator,

Legal Expense

Experse of handling. inves.igating and setiling litigation or claims, discharging of liens, payment of judgements ar
amoun's paid {or settlement of claims incurred in or resulting {rom cperations under the agreement or nesessary to prote
or reccver the Joint Property, except that no charge for services of Operator’s legal staff or fees or expense of cutside atio
reys shall te made unless previously agreed to by the Parties. All cther legal expense is considered to be covercd by tr
overnead provisiors of Section 111 unless ctherwise agreed to by the Parties, except as provided in Section I, Paragrar
a

2.
Taxes

All taxzs ol every kind and rature assessed or levied upon or in cenrection with the Joint Property, the opzration thereo
or the zroduction therefrom, and which taxes have been paid by the Operater for the benefit of the Parties. If the ad valc
rem taxes are tased in whole or in part upon separate valuations of each party’s working interest, then nctwithstandin:
anything to the contrary herzin, charges to the Joint Acccunt shall be made and paid by the Parties here's in accardare
with tre tax val.e generated by each party's working interest.

Insurance

Net przmiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. 1n the
event Joint Operations are conducted in a state in which Operater may act as sell-insurer for Worker's Compensation ard,
cr Em:loyers Liability under the respective state's laws, Operator may, at its election, include the risk under ils self
insurarce pregram and in that event, Operator shall include a charge at Operator's cost not to exceed manual rates,

Abandonment and Reclamation

Costs ircurred {or abandonment of the Joint Property, including costs required by governmental or otrer regulatory
authority,

Comm.nications

Cost of acquiring. leasing, installing, operating, repairing and maintaining communication systems, Including radio and
microwave facilities directly serving the Joint Property, In the even: communication facilities/systems serving the Joint
Progerty are Oparator owned, charges ta the Joint Account shall te made as provided in Paragraph 8 of this Section I1.

Other Zxpenditures

Any otrer expenditure not covered or dealt with in the foregoing provisions of this Section I, or in Section

r V]
is of direct benelit to the Joirt Property and is incurred by the Operaler in the necessary and proper conduc
r

11 and which
Y tel the Joint
Operatisns,




III. OVERREAD

1. Overhead - Drilling and Producing Operations

i.

il

As compensation {or adminis:rative, supe‘:rvision, office services and warehousing costs, Operator shall charge drilling
and producing cperations on either:

(XX Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B

Unless otherwis2 agreed to by the Parties, such charge shall be in liew of costs and expenses of all c’flces and salaries

or wages plus agphcable burdens and e*'pe 1ses of all personnel, except these directly chargeable under Paragraph
3A, Section I1. The cost and expense of services {rom outside sources in connection with matters of taxation, traflic,
accour.ing ¢r matt,ers before or involving governmental agencies shall be considered as included in the overhead rates

provicad for in the 2bove selected Paragraph of this Section 11T unless such cost and expense are agresd to by the
Parties as a dirzet charge to the Joint Account.

The sziaries, wages and Personal Expenses of Technical Employees and/or the cost of professicnal consultant services
and centract services of technical personnel directly employed on the Joint Property:

{ )shall be covered bty the overhead rates, or
(X4 shall not be covered by the overhead rates,

The s:laries, wages an »d Perscral Expenses of Technical Empicyees and/or costs of professional consultant services
and contract services of tecinical personnel either temporarily or permanently assigned to and directly emp‘o,ed in
the operation of the Joint Property:

( )sh all be covered by the overhead rates, or

(X3 siall not ba covered by the overhead rates.

Overnead - Fized Rate Basis

(1) Cperater shall charge the Joint Account at the following rates per well per menth:

Drilling Well Rate $ 2,800 04
(Prorated for less thin a full month)

Preducing Well Rate § 223,00
(2) Aopplicaticn of Overhead - Fixed Fate Basis shall be as follows:
(2} Drilli~g We!ll Rate

(1) Charges {or d-illing wells shall kegin on the data the well is sp dded and terminate on the date drill-
irz rig, completion rig, or other units used in comylaticn of the well is relzzsed, 'mc*eva' is la Ler. excert
that no cHarge shzll be made during suspensicn o( drilling or completicn c"eratxcns for fifteen (15) or
more consecu.ive calendar days.

(2) Charges for wells uncergaing any type of werkover or recompletion fer a pericd of five (5) consecutive
work dzys or mere shall be made at the drilling well rate. Such charges shall be applied for the pericd
from date wo-kover operations, with rig or cther units used in workover, commence threugh dzte of rig
or cther unit release, except that no charge shzll be made during suspensicn of 0"=ra:ic..s {or filieen
(15) 67 mare consecutive calendar days,

2} Precueing Well Fates

(H /m active we | either produced or mjec’.ed inte for any porticn of the manth shall ke considersd 25 2 orne-

ell charge fer the en..r menth

(2} Tach a:'.‘vn completion in 2 multi-com ipleted well in "mcr\ L‘“O\.L cticn {s net cemmingled dewn hzle shall
Le consicerec as a one-well charge p*onaw" each completion is considered a separate well by the govern-
ing regulatory authority,

(3) Aninactive gzas well shut in because of overproductica or {ailure of purchaser to take the preduction shall
te cong;ue'ef‘ as a one-well charge providing the gas well is directly connected to 2 permanent sales
outlet,

(4) re-well cnarge sn‘.H ;e mace for the month in which plugging and abandonment cperaticns are com
p te'* or anv well, This cne-well charge shall te mzde whether or net the weil has produced except when

! ~nliae
drilling wel! rate applies.

(5) All other inzctive wells (including but not limited to inactive wells covered by unit allewable, leasa allow-
atle, transferred allewanle, ete.) shall not qualily for 2n-overhead charge,

(3
~ 4

Tre w2ll m=tes ¢hall ke cdmstai as of the first cay of P;:r:_l 1991 ard each year thersafter t
vwhich this 2Accamting Procedure is attached, ~Tre adjustrent ghall be the greater of either
(1) a1 amort comuated by nul‘unlymg the rate currently in use by the De_rce:mm ircrease or
Cacrezse in the aversge weekly eamnings of Croie Petyoleum erd Ges Producticn Viarders for the
last ;al_rE& yesr canpared to the caladar year precading as shon by the index of averzce
weekly eamings of Crda Ebtzolel.m ard Gas Producticn Workers as pmu.sl*sd by the United
States Danar‘:ra*ftof Labar, E.J.L’Ezl.l cf Lr;tz:r Statistics, cr the equivelernt Caredian irder as
pelished by Statistics Carada; as amplicable; or (2) tre Ixﬂx.n Vorchly Predicing iell Bates
for the precesding calerdar year for Qil Tells in the "Colcrado Platesu, Pasin ard Pegicn - 3
as set forth in the rost recent Errst & Waimey "Survey of Corairsd Fived-Fate Quartacd
Crarces for Ol ard Gas Producers, "




Welopment

Percent (%) of the cost of development of the Joint Property exclusive of ccsts provid
under Paragresh 10 of Section I and all salvage credits.

(b) Operating

Percent { e cost of operating the Joint Property exclusive of costs provided und
Parzgraphs 2 ard 10 of Section 11, all salvege credits, the value of injected substances purchased {or seconda

recavery and all taxes and assessments which Z»e Jevied, assessed and paid upon the mineral interest in a:
to t-e Joint Property.

{2) Application of Overhead - Percentage Basis shall be as follows:

For the purpose of d2termining chargeson a percentage basis under Paragrap of this Section 111, developme
shall include all cosls in connection WiLh drilling, redrilling, deepening, or any remed{

al operations on any or :
wells mvolvmg the use of drilling rig and crew capable of drilling to the producing intex

2! on the Joint Pre
erty; also, preliminary expenditures necessary in preparatien for drilling and expenditures incd

2d in sbandoni:
when the well is not completed «s a producer, and criginal cost of construction or installation of iX

ssets, U
expansizn of fixed assets and any other proiect cleurlu discernible as a fixed asset, excepl Major Constriedian :
- éErFEA.‘F nFI'"gFth E’lh S 1

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion

fixed assets. and any olher project clearly discernible as a fixed asset required for the development and operaticn of U
Jeint Property, Operator shall mx:w nego'xale a rate prlor Lo

the begmnmg of construct\on WW
JAS SRR S SPVUND NS : FrEee = S
Al % of first $100,000 or tota! cost if less, plus
B, . _ % of costs in 2xcess of $3100,000 but less than $1,000.500, plus
C. . % of costs in excess of 31,200.000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a sing

project shall not be treated separately and the cost of drilling and werkover wells and artificial lift equipment shall t
excliudzd.

Catastrophe Overhead

To corr pensate (perator for overhead costs incurred in the event of ex,,erf‘nures resulting from a single cccurrence du
1 oil spill, bleweut, explosion, fire, storm, hurricane, or other catasirophes as agreed to by the Parties, which are necessar
(0 restc e the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operatc
hall eivher ragsoti i

shall ei*her negctiate a rate prior to charging the Joint Account cr shall charge the Joint Account fer overhead based ¢
the foliowing ra:es:

At % of olal cos's through $1C0,0C0: plus

B.____*X - % of total cos's in excess of $100,000 but less than $1,000,000; plus

C.—x— %ol total cos's in excess of $1,000,000. *Prime Rate as shown by the Wall Street
Journal on the dag of the occurrence plus 2
xpercilures sy mecl to the overneads above Will not

e redJced by insurance recoveries, and no other overhead g
sions of this Secton 11 shall apply,

"O‘v"
Amendment of Rates

The cvernead rates proviced for in this Section 11l may be am

¢ d from time to time only by mutual agreement betwee
the Pariies heretn if, in practice, the rates are found to be in

D
sufficient or excessive

IV, FRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operawar is responsible {or Joint Acccunt Material and shall make proper and timely charges and eredits for all Material move
ments affecting the Joint Property, Operator shall provide all Material {for use on the Jomt Properly; however, at Operatcr’.
option, such Material may be supplied by the Non-Operator, Operater shall make timely disposition of idle and/cr surplu:

Material,

su:h disposal being made either through sale to Operator or Non-Operator, divisien in kind, or sale to outsi dn's

Ope'a'.o' may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or
Material. The disposa. of surplus Controllable Material not purchased by the Operator shall be agreed to by the Partie

1.

Purchases

Material purchzsed shall be charged at the price paid by Operater alter deduction of 2l discounts received. In case o

Material found to be defective or returned to vendor for any cther reasons, credit shall be passed to the Joi:At Accoun
when adjustment has been rzceived by the Operator,

Trans{ers and Dispositions

Material furnishzad to the Joiat Property And Maternal transferred frem the Joint Pmnpvrv ar Alenmead af Lo sl A



A

New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

{a) Tubular goods, sized 2% Inchas OD and larger, except line pipe, shall be priced at Eastern mill publishe
carlond base prices effective as of date of movement plus transportation cost using the 80,000 pound carloa.
weight basis to the railway receiving point nearest the Joint Property for which published rail rates fo.
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or $0,000 pound rail rat.

may be used. Fre'ght charges for tubing will be calculated from Lorain, Ohio and casing from Youngstowr
hio, !

grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans
tation cost from that mill to the railway receiving peint nearest the Joint Property as provided above i:

aragraph 2.A.(1){a). For transportation cost {rom pecints cther than Eastern mills, the 30,000 pourd Oil Fiek
Haulers Association interstate truck rate shall be used,

Special end finish tubular geods shall be priced at the lowest published out-of-stock price, {.0.b. Heustor

Texas, plus transpertation cost, using Oil Field Haulers Asscciation interstate 30,000 pound truck rate, 4.
the railway receiving point nearest the Joint Property,

Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices {.0.t
the stpplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weigh-
of tubing transferred. to the railway receiving point nearest the Joint Property.

(2) Line Pips

RS

) Line 2ipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds cr mor:
shall be priced under provisions of tubular goods pricing in Paragraph A.(1)(a) as provided above. Freigh
charges shall be calculated frem Lerain, Qhio.

'£) Line pipe movements (except size 24 inch OD and larger with walls 3 inch and over) less than 30,000 pound:

shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent

plus transportation costs based on freight rates as set forth under provisions of tubular goeds pricing in Para
graph A.(1Xa) as provided abave, Freight charges shall be calculated from Lorain, Ohio.

Line pipe 24 inch OD and over and % inch wall and larger shall be priced f.0.b. the point of manufaciure

at cu-rens new published prces plus transportation cest to the railway receiving point nearest the Join'
Property,

Line pipe, includ ng (abricated line pipe, drive pipe and conduit not listed ¢n published price lists shall b:

priced at quoted prices plus [reight to the railway receiving point nearest the Joint Properly or at price:
agreed to by the Parties.

Other Maerial shall bz priced at the current new price, in effect at date of movement, as listed by a reliable suppl:
ztore nearest the Joint Property, cr point of manufacture, plus transportaticn costs, if applicable, to the railway
receiving point nearest the Joint Property,

Unused new Material, except tubular geods, moved from the Jcint Property shall be priced at the current new
srice, in elfect on date of movement, as listed by a relizble supply store nearest the Joint Property, or paint of
~arnufactore, plus transportation cests, if applicable, to the railway receiving point nearest the Jeint Property.
Unused new tutulars will be priced as provided above in Paragraph 2 A (1) and (2).

Gooo Used Material (Condition B)

Material in scund and serviceable conditicn and suitable for reuse without recorditioning:

(1) “Material moved W the Joint Property

At seventy-live percent (75%) of current new price, as determined by Paragraph A,

(2) ‘faterial used on and moved (rom the Joint Property

2} At seventy-live percent (75%) of current new price, as determined by Paragraph A, if Material was criginally
charged to the Joint Account as new Material or

15) Atsixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was crizinall
charzed to the Joint Account as used Material,

(3) *aterizl not used on and moved [rom the Joint Property

Atseventy-five percent (75%) of current new price as determined by Paragraph A
The ¢ost of rezenditioning, if any, sha.l be absorbed by the transferring property.
QOther Used Material
(1) Cendition C

Material which is not in sound and serviceable condition and not suitable for its original function until after recen

citioning shall te priced at {ilty percent {50%) of current new price as determined by Paragraph A. The ¢

4 p grap

reconditioning shall be charged to the receiving proparty, providesd Condition C value pius cost of recendit!

~ 14
el isrning
does nct exceed Condition B value,

N
S» O
"
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i

Material, excluding junk, no longer suitable for its original purpose, but usable for some ogher purpose shall t
priced or a basis commensurate with its use. Operater may dispose of Condition D Material under procedur:
normally used by Operator without prior approval of Non-Operators.

(2) Zorditior. D

(a) Casing, tubing, or drill pipe used|as line pipe shall be priced as Grade A and B seamless line pipe of cor
parable size and weight, Used casing, tubing or drill pipe utilized as line pipe shall be priced at used li:
pipe prices. ’

(b) Casi-g. tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power oil line

shall be priced under norma! pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shz
be priced on a non upset basis,

(3) Corditien E

Jurk shall be priced at prevailirg prices. Operator ma); dispose of Condition E Material under procedures nc
mally utilized by Operator without prior approval of Non-Cperators,

D. Ot:zolete Material

M:.L_erial which s serviceable and usable for its original function but condition and/or value of such Materialis r
equivalent o that which would justify a price as provided above may be specially priced as agreed to by the Parti
Such

¢h price should result in the Joint Account being charged with the value of the service rendered by such Materi

E. Pricing Corditions

(1) Loading or unlcading costs may be charged to the Joint Account at the rate of twenty-five cents (25%) per hundr
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocki
poinl. The above rate shall be adjusled as of the first day of April each year following January 1, 1985 by the sa-
percentage increase ¢r decrease used to acjust overhead rates in Section l11, Paragraph 1.A(3). Each vear, t
rate caleulated shali be rounded to the nearest cent and shall be the rate in effect until the {irst day of Anril ne
vear. Such rate shall be published each year by the Council of Petroieum Accountants Societies.

Materiul involving erection costs shall be charged at applicable percentzge of the current knocked-dewn price
new Muaterial,

Premium Prices

Wherever Materiz) is not readily obtainable at published or listed prices because of national emergencies, strikes or ot
unusual causes over which the Operator has no control, the Operator may charge the Jeint Account for the requis
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use. and in mov’
it to tre Joint Freperty: previded notice in writing is furnished to Non-Operators of the proposed charge pricr to bill
Non-Gperators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator wit
ten dzys alter receiving notice {rom Oparator, to furnish in kind ali or part of his share of such Material suitable for

and a:xceptable to Operator,

Warranty ¢f Material Furnished By Operator
ator does net warrant the Materiz! furnished. In case of defective Material, credit shall not be passed to the Jc
wntuntil adjustment has Leen received by Operator [rom the manufacturers cr their agen's.
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Y. INVENTORIES

The Operator shall maintain deiailed recorcs of Controllable Material,

1.

0

Perizdic Inventories, Notice and Representation

At rezsonable intervals, inventeries shall be taken by Operator of the Joint Account Controllable Material, Written ne
of inention o take inventory shall be given by Operator at least thirty (30) days before zny inventory is o begin so
Non-Operators may be represented when any inventory is taken, Failure of Nen-Operators to be represented at an in
tory shal! bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Adjustmants to the Joint Azcount resulting from the reconciiiation of a physical invenlory shall be made withir
morths following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Accoun
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasorable &ili

n
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Spe:zial Inventories

Special inventories may be taken whenever there is any sale, change of interest, or ch;nge ¢f Operator in the Jgin'. Prop:
It shall be the duty of the party selling to notily all other Parties as quickly as possible after the transler of interest t

plaza. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a ch:
of Coerator, all Parties shall be governed by such inventory,

Expense of Conducting Inventories

A. The expense of conducting pericdic inventories shall net be charged to the Joint Account unless agreed to by
Parties.

B. The expense of conducting speciz! inventories shall be charged to the Pa‘rties requesting such inventories, exceg
venlo-ies required due to change of Operator shall be charged to the Joint Account.

T




EXHIBIT "&"

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

Buring the performance of this contract, the operator agrees as follows:

The Operator will not discriminate against any employee or applicant for
employment because of race, color, religicn, national origin or sex. The
Operator will take affirmative action to ensure that applicants are employed,
and that employees are treated during employment, without regard to their
race, =olor, religion, national origin or sex. Such action shall include,
tut not be limited to the following: Employment, upgrading, demotion, cr
Ltransfer, recrultment or recruitment advertising; layoff or termination;
rates of pay or other forms of compensation; and selection for training,
including apprenticeship, The Operator agrees to post in conspicucus places,
avziladle to erployees and applicants for employment notices to be provided

for thz contracting officer setting forth the provision of this non-discrimi-
ration clause,

The Operator will, in all solicitations or advertisements for employees placed
Ty or on tehalf or the Operator, state that all qualified applicants will
recelve consideration for employment without regard to race, color, religion,
na

ticnal origin or sex.

The Cperator will send to each labor union or representative of workers with
which it has a collective bargaining agreement or other contract or understand-
ing, a notice Lo be provided by the agency contracting officer, advising the
laber unicn or workers'! representative of the Operator's commitments under
Secticn 202 of Executive Order 11246 of September 24, 1965, and shall post

coples of the notice in conspicucus places available to employees and appli-
cants fer employment.

mber 24, 1655, and of the rules, regulaticns, and relevent orders of the
etary of Lzabor.

Trhe -Cperator will furnish all information and reports required by Executive
Order 11246 cf September 24, 1965, and by the rules, regulations, and crders
ol the Secretary of La%or, cr pursuant thereto, and will permit access to its
bocks. recerds, and accounts by the contracting agency and the Secretary of
Lator for purposes of investigation to ascertain compliance with such rules,
regulations, and orders.

In tha event cf the Operator's non-cempliznce with the non-discrimination
clausas of this contract or with any of such rules, regulaticns, or orders,
this zentract may be cancelled, terminated or suspended in whole or in part
and tre Operator may be declared ineligible for further Covernment contracts
in accordance with procedures authorized in Executive Order 11246 of Septenmber
24, 1565, and such other sanctlons may be imposed and remedies invoked as
provided in Ewxecutive Order 11246 of September 24, 1965, or by rule, regulatioc:
cr crier of the Secretary of Labor, or as cotherwise provided by law.

+ The Operator will inclucde the provisions of paragraphs (1) through (7) in ever:

subcentract or purchase order unless exempted by rules, regulations, or crders
of the Secretary of Labor issued pursuant to Secticn 204 of Executive Orcder
11246 of September 24, 1965, so that such provisicns will be binding upon each
sutccntractor or vendor., The Operator will take such action with respect to
any subscontract or purchase order as the contracting agency may direct as a
reans of enforcing such provisions including sanctions for non-compliance,




Frovided however, that in the event the Operater becomes involved in, or is
thrzatened with, litigation with a subcontractor or vendor as a result of such

dirzcticn by the contracting agency, the Operator may request the United States
to enter into such litigation to protect the interests of the United States.

Cperator acknowledges that it may be required to file Standard Form 100 (EEC-1)
promulgated jcintly by the Office of Federal Contract Compliance, and Equal Employ-
ment Oprortunity Commission and Plans for Progress with Joint Reporting Committee,
Federal Depot, Jeffersonville, Indiana, within thirty (30) days of the date of con
tract avard i’ such report has not been filed for the current year and otherwise
comply wWith or file suzh other compliance reports as may be required under Executive
Crder 11246, as amended and Rules and Regulaticns adopted thereunder.

Cperator further acknowledges that he may be required to develop a written affir-
mative acticn compliance program as required by the Rules and Regulations approved by
the Secretary of Labor under authority of Executive Order 11246 and supply Nen-
Operatars with a copy of such program if they so request,

II, CERTIFICATION OF NON-SEGREGATED FACILITIES

{1) Operator assures Non-Operators that it does rot and will not maintain or provide
fer its employees any segregated facilities at any of its establishments, and
trat 1t does not and will not permit its employees to perform their services at
any location, under its control, where segreated facilitiesaremaintained., For
tnis purpose, it is understood that the phrase "segregated facilities" includes
facilities which are in fact segregated cn a btasis of race, color, religion or

aticral origin, because of habit; local custom or ctherwise, It is further
nderstcod and agreed that maintaining or providinb segregated facilities fler

“s employees or permitting its employees to perform their services at any

scation under its contrcl where segregated facilities are maintained is a

uxo*ation of the equal oppertunity clause required by Executive Order 11246

’1

(“
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cf September 24, 1665,

(2) Crera-or further understands and agrees that a breach of the assurance herein
containsd subjects it to the provisions of the Orcer at 41 CFR Chapter 60 of the
Secretary of Lator dated May 21, 1968, and the preovisions of the equal opportu-
nity clause enumerated in cowtra ts between the United States of America and
ven-Operators.,

{3) “hroever knowingly and willfully makes any false, fictitiocus or fraudnlent
representation mav be lizble to criminal pr‘osecut*ch under 18 U.S.C. S 1001.

11T, CCCUPATICHAL SAFETY AND EZALTR ACT

Cperator will observe and comply with all safety and health standards premulgated by
the Qwr‘eta*,’ of Labor under Section 107 of the Contract Work Hours and Standards Act

ublished ir 26 CFR Part 1518 and adepted by the Secretary of Lator as occupaticnal

safety and healtn standards under the Williams-Steiger Occupaticnal Safety and Healtr
Act orf 1570. - Such safety anc health stancards shall apply to all subcentractors and
their emplovees as well as tc the prime contractor and its employees,

IV, VZTERAN'S PREFERENCE

Cperztor agrees to comply with the following inscfar as contracts it lets for an amct
of $'C,CCC «<r more which will generate 400 or more man-cays of employment {each man-
day zensisting cf ary day in which an evployee performs more than one hour of work) :
furtner agrzes to irclude thz following provisien in contracts with Centractors and
Subcontractors:

"CONTRACTOR AND SUSBCONTRACTOR LISTING REQUIREMENT

(1) &s prcvided by 41 CFR 50-250, the contractor agrees that all employment opening:
of the contractor which exist at the time of the executicn of this contract and
those which cccur during the performance of this contract, including those now
generated by the contract and including those occurring at an establishment of
the cocntractor other tran the one wherein the contract is bteing performed but
excluding those of independently operated corporate affiliates, shall, to the
maximum extent feasible, be offered for listing at an appropriate local office -
the State employment service system wherein the opening occurs and to provice
such pericdic reports to such local office regarding employment openings and
hnires as may te recuired: Provided, that this provisicn shall not apply to



(2)

V.

~— N

cpenings which the contrastor fills from within the contractor's organization or
are filled pursuant to a customary and traditional employer-union hiring arrange-

ment and that listing of employment openings shall involve only the normal
o»ligations which attach to Fhe placing of job orders,

The contractor azrees to place the above provisicns in any subcontract directly
under this contract,”

CERTIFICATION OF COMPLIANCE WITH ENVIRONMENTAL LAWS

Opera“zcr agrees to ccmply with the Clean Air Act (42 U.S.C. 8 1857) and the Federal
Water Pollution Control Act (33 U.S.C. 8 1251) when conducting operations involving

nonexenpt centracts, In all nonexempt contracts with subcontractors, Operator shall
regquire;

(1)

No facility to te utilized by Subcontracter in the performance of this contract
with Operator is listed on the Environmental Protection Agency (EPA) List of
Violatigg Facilities, Sze Executive Order Neo, 11738 of September 12, 1973, and
40 CFR 15.20,

“renpt written notification shall be given by Subcontractor to Qperator of any
zommunication indicating that any such facility 1s under consideration to be
included on the EPA List of Violating Facilities.

ctor shall comply with all requirements of Sectlion 114 of the Clean AL
.S5.C. 857} and Section 308 of the Federal Water Pollution Control A
.Cc. § 12 , relating to inspecticn, monitoring, entry, reports, and
ormation, as well as all other regquirements specified in these Sectlons, and
regulaticns and guidelines issued thereunder,

o= — >~ 2
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51)

he foregoing criteria and requirements shall be included fn all of Subczentrac-
r's nonexempt subcontracts, and Subcontrzctor shall take such action as the

ernent may direct as a means of enfcrcing such provisions, See 40 CFR
15.4 & 5,

(Mo ¢ 1

Crerator agrees to notify non-operators of any violations in the afore provisic

Crerator agrees to comply with Executive Orders 11458 and 11625 regarding
Minority Business Enterprises and all crders, rules, and regulations issued
thereunder cr amendments thereto,

O
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erator agrees to ccmply with Rehabllitation Act of 1973 and all orders, rulecs
d regulations issued thereuncer and amendments thereto,



EXHIBIT "G"

GAS STORAGE AND BALANCING PROVISION

puring the period or periods when any party hereto has no
market for, or its purchaéer is unable to take, or if any party
fails to take its share of gas, the other parties shall be en-
titled to produce each month one hundred per cent (100%) of the
allowable gas producfion assigned to the Unit Area by the ap-
propriate governmental entity having jurisdiction, and each of
such parties shall take its pro-rata share. All parties hereto
shall share in and own the condensate recovered at the surface
in accordance with their respective interests, but each party
taking such gas shall own all of the gas delivered to its
purchaser. Each party unable to market its share of the gas
pro3uced shall be credited with gas in storaée equal to its
share of the gas produced, less its share of gas used in lease
operations, vented or lost. Opefator shall maintain a current
account of the gas balance between the parties and shall furnish
all parties her=to monthly statements showing the total guantity
of condensate recovereit N '

After ‘notice to Operator, any party may begin taking or
delivering its share of the gas produced. 1In addition to its
share, each party, until it has recovered its gas iﬁ storage
and balanced its gas account, shall be entitled to take or
deliver a volume of gas egual to twenty-five per cent of each
over-produced party's share of gas produced. If more than one
party is entitled to the additional gas produced, they shall
divide such additional gas in accordance with Unit participation.
In the.event p;odgction of gas permanently ceases priof to the
time that the accounts of the parties have been balanced, a
ccmplete balancing shall be accomplished by a money settlement.
Such settlement shall be based upon the weighted average price
received by each over-produced party for its share of gas pro-
duced and sold.

At all times while gas is produced from the Unit Area, each
party shall make apprcopriate settlement of all royalties, over-
riding royalty interest, and other payments out of or in lieu of
production for which it is responsible, as if each party were
taxing or delivering to a purchaser its share, and its share only,
or such gas production. Each party hereto agrees to hold each
party harmless from any and all claims for royalty payments

aszerted by royalty owners to whom each party is accountable.



Gas productior attributable to any Non-Consenting Party’s relinguished
interest upon sucn Party’s election, shall be sold to its purchaser, if
available, under the terms of its existing gas sales contract. Such Non-
Consenting Party shall direct 1its purchaser to remit the proceeds
receivable from such sale direct to the Consenting Parties until the
amounts prcvided for in this Agreement are recovered from the Non-
Consenting Party’s relirguished interest. If such Non-Consenting Party
has not contracted for sale of its gas at the time such gas is available
for delivery, or has not mace the election as provided above, the
Consenting Parties shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hereinabove provided during the
recoupment period.

During the period of time Consenting Partier are entitled to receive
Non-Consenting Party’s share of production, or the proceeds therefrom,
Consenting Parties shall be responsible for the payment of all production,
severance, gathering and other taxes, and all royalty, overriding royalty
and other buurdens applicable to Non-Consenting Party’s share of production.

In the case of any rewcrking, plugging back or deeper drilling
operation, the Consenting Parties shall be permitted to use, free of cost,
all casing., tubing and other eguipment in the well, but the ownership of
all such ejguipment shall remain unchanged; and upon abandonment of a well
after such rewcrking, plugging back or deeper drilling, the Consenting

arties shzll account Zor all such eguipment to the owners thereof, with
each party recelving its proportionate part in kind or in value, less cost
of salvage,

Withir sixty (60) days after the completion of any coperation under this
Agreeme“&, the party conducting the cperations for the Consenting Parties
shall furnish each Non-Consenting Party with an inventory of the eguipment
in and connscted to the well, and an itemized statement of the cost of

drilling, deepening, plugging back, testing, completing, ané equipping the
well for production; or, at its option, the orerating party, in lieu of an
itemized statement of such costs of operation, may submit a detailed
statement of monthly billings. Each month thereafter, during the time the
Consentiry FParties are beingy reimbursed as provided akove, the Party
cornducting the operations for the Consenting Parties shall furnish the Non
Consentirg Parties with an itemized statement of all costs and liabilities
incurred in the operation of the well, together with a statement of <he
quantity of c¢il and gas produced from it and the anmount of proceeds
realized fronm the sale of the well’s working interest procduction during the
precedin: month. In dete*m*ulng the guantity of oil and gas produced
during any ronth, Consenting Parties shall use industry accepted methods
such as, but not limited to, metering or periodic well tests. 2Any amcunt
realized from the salz or other dispositicn of equipmernt newly acguired in
connection with any such operation which would have been owned by a hNon
Consenting Party had it participated therein shall be credited against the
total urreturned costs of thz work done and of the eguipment purchased, in
deternining when the interest of such Non-Consenting Party shall revert to
it as azove provided; and if there is &z credit balance, it shall be paid
to such MNon-Consenting Parcty.

f &nd when t\e Consenting Parties recover frocm a Non-Consenting
Party’s relinguishe interest the amounts provided for above, the
relircuished irteretts of such Non-Consenting Party shall automatically
revert o it, and, from and after such reversion, such Non-Consenting Farty
shall cwn tne same iaterest in such well, the material and equipment in or

pertaininc thereto, and the production therefrom as such Non-Conserting
Farty would have been entitled to had it participated in the drilling,
rewo*x*ng, dz epaning or pTujgwng bacx of Sa*d well. Thereafter, such Non-

ther costs of the operation of said well in accordance with the
term: ¢f this Zgreenment and the Accounting Procedure, attached hereto.
totwithstanding the provisions of this Agreement, 1t is agreecd that
withouz thz mutual consent of all parties, no wells shall be completed 1ir
or produced Irom a source of supply from which a well located elsewhere or
the Ccatrach Area 1s producing, unless such well conforms to the then-
existing well spacing pattern for such source of supply.



EX'—-I'~| H

Operarions by Less than All Parties: If any party receiving such
notice as prov.ded in Articles 4 and 16 elects not to participate in the
proposed operation, tren, in order to be entitled to the benefits of this
Article, the party or parties giving the notice and such other parties as
shall elect to partic.pate in the operation shall, within sixty (60) days
after the expivation cf a notice period of thirty (30) days (or as promptly
as possizle after the expiration of the forty-eight (48) hour pericd where
the drilling rig is or location, as the case may be) actually commence work
on the propcsed operation and complete it with due diligence. Operator
shall perform all work for the account of the Consenting Parties; provided,
however, if no drilling ri¢ or other eguipment is on location, and if
Operator is a Non-Consenting Party, the Consenting Parties shall either:
{(a) reguest Operator to perform the work required Dby such proposed
operaticn for the account of the Consenting Parties, or (b) designate one
{1) of tne Consenting Parties as Operator to perform such work. Consenting
Parties, when conducting operations on the Contract Area pursuvant to these
provisicns shall comoly with all terms and conditions of this agreement.

If _ess than all parties approve any proposed operation, the proposing
party, .mmediately after the expiration of the applicable notice period,
shall &cdvise the Consentirg Parties of (a) the total interest of the
parties apprcving such operation, and (b) its recommendations as to whether
the Consenting Parties should proceed with the operation as proposed. Each
Consenting FParty, within forty-eight (48) hours (exclusive of Saturday,
Sunday or legal holidays) after receipt of such notice, shall advise the
proposing rarty of its desire to (a) limit participation to such party's
intereszt as shown on Exhibit *B", or (b) carry its proportionate part of
Non-Corsenting Parties’ interest. The prcposing party, at its election,
may w;:hc avw such proposal 1if there is insufficient participation, and
shall =oromptly notify all parties of such decision.

'O

Trz entire cost and risk of conducting such operations shall be borne
j es in the proportions they have elected to bear same
preceding paragraph. Consenting Parties shall keep

ne le hclé estates involved in such operaticns free and clear of a1l
liens ard encumbrances of every kind created by oxr arising £from {he
operavions of the Consenting Parties. If such an cperation results in a
dry hzle, the Consanting Parties shall plug and abandon the well at their
scle wost, risk arnd expense. If ary well drilled, reworked, deepened ox
rlucgzd kack under the provisions of this Agreement results in & produce:
ocf ol an

/or gas in paying guantities, the Consenting Parties shall
4 eguip the well to prcduce at their scle cost arnd risk, and the
then be turnad over to Operator and shell be operated by 1t at
g and ZIor the account of the Consenting Parties. Upcr
t o©f operations for the drilling, reworking, deepening o:

plu sck of any such well by Consenting Parties i: accordance wi

Ty
[
[Fo RN}

m

g <

< provisions of this Agreement, each Non-Consenting Party shall D=
deemszd to have relinguished to Consenting Parties, and the Consentinc
Parties shall own and he entitled to receive, in propgorticn to thei:
respzctive interests, all of such Non-Consenting Party’s interest in th-
well ard share of production tnere:rom until the proceeds of the sale o
such share, calculatbed at the well, or market value thereof if such shear
is not sold (after cdeducting production taxes, rovalty, overriding royalt:
ané other interests existing on the eflective date hereof, payable out ¢
or mzasured by the production from such well accruing with respect to suc
interest wuntil it reverts) shall egual the total of the following:

( % 0of each such Non-Consenting Party’s share of the cost of an
new.v acguired surface eqguipment bevond the wellhead connection
i Aot limited to, stock tanks, se*a*ato*s, treaters, pumpin

iping), plus 100% of each such Non-Consenting Party’s shar
f cperation cf the well ccmmencing w1tn first production ar
ntil each such Non-Consenting Party’s relinguished interes
to it under other provisions of this Acreement, it beir

agreed thrat each Non-Consenting Party’s share of such costs and equipmer
will be that interest which would have been chargeable to each Nor
Cornsenting Party had it participated in the well from the beginning of tr
cparation; and

(b 300% of that portion cf the costs and exgenses of drilli
reworking, deerening, or plugging back, testing and completing, and 3
of that portion of the cost of newly acguired equipment in the well (
ari including the well-head connecticns), which would have been chargeal
tc such Non-Consentinc Party if it hac¢ participated therein.



